Code of Local Government 
Audit Practice for England and Wales 



INTRODUCTION 

1. Section 14 of the Local Government Finance Act 1982 (the Act) requires the Audit 
Commission for Local Authorities in England and Wales (the Commission) to prepare and 
keep under review a code of Audit Practice prescribing the way in which auditors are to 
carry out their functions under Part III of the Act. The code must embody what appears 
to the Commission to be the best professional practice with respect to the standards, 
procedures and techniques to be adopted by auditors, and cannot come into force until 
approved by a resolution of each House of Parliament. The code must be read in conjunc- 
tion with any regulations for the time being in force under Section 23 of the Act. 

2. In drawing up a suitably prescriptive code, the Commission necessarily omitted ex- 
planatory material. This code draws upon The Auditing Standards and Guidelines, 
approved by the Auditing Practices Committee of the Consultative Committee of the 
Accountancy Bodies. 

3. In addition to the Auditor’s continuing responsibility to assess the legality and 
regularity of expenditure, the Commission emphasizes the auditor’s value for money 
responsibilities and requires auditors to demonstrate a value for money thrust to their 
audits. The auditor’s concern that the authority has made proper arrangements to secure 
economy, efficiency and effectiveness should influence him throughout his audit. 

4. The Act provides for the auditor to be appointed by the Commission — not by the 
authorities; and his reappointment will depend on the Commission’s judgement of how 
well he has discharged his duties under the Act, and met the requirements of this code. 
However, as the code makes clear, he will be expected to discharge his professional 
responsibilities independently, both of the Commission and its officers and of the 
authority. 

5. The main provisions of the code are in two parts. The first sets out the general duties 
of an auditor of Local Authorities and other bodies subject to audit under Part 1 1 1 of the 
Act (referred to in the code as ‘authorities’); the second relates to the detailed conduct of 
the audit and summarizes the auditor’s particular responsibilities with respect to fraud, 
corruption and value for money. 
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1 - GENERAL DUTIES OF AN AUDITOR 



6. The standards, procedures and techniques included in this code have been prescribed 
by the Commission in pursuance of the Commission’s basic philosophy and in the light of 
the particular statutory duties imposed on an auditor by Part III of the Act. This basic 
philosophy requires the auditor: 

(a) To recognize that the requirements for the audit of public funds financed by 
compulsory levy are different from those applicable to the audit of commercial 
undertakings. He must satisfy himself as to the legality of items of account and that 
in compiling the accounts different sections of the public whose interests may be 
affected by them have been fairly treated. 

(b) To be concerned both with the form and regularity of accounts, and with the 
arrangements for securing economy, efficiency and effectiveness in the use of 
public funds. 

(c) To take a broad-based, analytical approach to his work. His starting point must be 
an overview of the characteristics of the authority, the responsibilities and 
problems it faces, and the health of its administration and organization. Only then 
will he be able to identify areas meriting particular attention and to plan his work 
effectively. The same principle should be applied when any particular audit task is 
undertaken. A commonsense general appreciation of the subject matter is essential 
before any detailed checks are undertaken. 

(d) To be concerned for action. The auditor's work must be characterized by a 
constructive attitude; he must see his role as being to assist members of authorities 
and their officers, but he must not hesitate to pursue his conclusions even to the 
point of qualification or report in the public interest where he regards that as 
necessary. 

(e) To cooperate with other auditors, internal as well as external*, and the Commission 
in order to ensure that knowledge of good practice is transferred effectively from 
one authority to another, and that a consistent audit approach is adopted. 

In addition, the work of the auditor in local government must be characterized by 
independence, due professional care, and a recognition of the public interest. 



INDEPENDENCE 

7. The following standard applies as regards independence: “In order that the 
auditor’s opinions, conclusions, judgements and recommendations will be and will be seen 
to be impartial, the auditor and the audit staff must be independent of the authority and 
maintain an independent and objective attitude of mind.” The auditor must ensure that 
his independence is not impaired in any way. The following should be avoided: 

(a) Official, professional or personal relationships the nature and effect of which might 
cause the auditor to limit the extent or character of the audit. 

(b) Involvement in a decision making or management capacity in the operation of the 
authority being audited. 



* Guidance on the relationship between internal and external audit is given at pages 
77-81 of the report referred to in paragraph 33 below. 
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(c) Any substantial financial interest direct or indirect in the transactions of or services 
provided by the authority (other than on an arm’s-length basis — e.g., as ratepayers). 
The auditor must also guard against any improper attempt to influence his judgement as 
to the content of his report in the public interest or his opinion on the statement of 
accounts. 

8. Where an appointed auditor, or any firm with which he is associated, carries out 
additional work for an authority of which he is the auditor, allegations may be made to 
the effect that the acceptance of such additional work may impair the auditor’s indepen- 
dence. To protect auditors from such allegations except for the two exceptions 
mentioned below, an appointed auditor (or his firm or any organization in which he has 
an interest) may not undertake any work, in addition to that relating directly to the dis- 
charge of his duties as auditor, for the authority of which he is the auditor. The two 
exceptions are: 

(a) Where the cost of the additional work does not exceed a de minimis value of 
£5,000 in total in each financial year. 

(b) Where the authority and the appointed auditor are able to satisfy the Commission 
both that such additional work will not run the risk of impairing the auditor’s 
independence and also that it should be performed by the firm in which the 
auditor has an interest, rather than by any other firm, to ensure economy and 
efficiency in the utilization of the authority’s resources. 



PROFESSIONAL CARE 

9. The following standard applies as regards due professional care: “The auditor shall 
exercise due professional care in carrying out and reporting upon the audit.” He is 
expected to bring reasonable care and skill to each audit according to its circumstances 
and to carry out such enquiries, checks and tests as would seem to be necessary. Examples 
of what is reasonable care and skill include the auditor: 

(a) Taking reasonable steps to obtain any information which would be relevant to his 
audit. 

(b) Having regard to the lessons of his own audit experience, and (when disseminated 
by the Commission) that of other auditors, in devising his audit approach. 

(c) Taking into consideration any unusual circumstances or relationships and giving 
special attention to any material features of the audit which may be affected by 
unusual characteristics. 

(d) Looking out for and recognizing unfamiliar situations. 

(e) Taking steps to resolve any doubtful impressions or unanswered questions con- 
cerning features of the audit material to his opinion. 

(f) Keeping up to date with developments in professional matters. 

(g) Ensuring that the audit is staffed with sufficient suitably qualified and experienced 
personnel and that the work of his staff is properly reviewed. 

On joint audits (which will continue to be very rare) there should be consultation 
between the joint auditors to determine the allocation of the work to be undertaken and 
the procedures for its control and review; but if a joint auditor signs an audit report, a 
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statementof accounts, or a report in the public interest (see below) he carries responsibility 
for everything in those reports, whether or not he has himself dealt with the matter in 
question. 



RESPONSIBILITIES TO THE PUBLIC 

10. The auditor must at all times keep in mind his responsibilities to members of the 
public. The Act gives members of the public wide powers to inspect accounts, question 
the auditor and make objections to the accounts. Allied to his responsibilities to the 
public, the Commission requires the auditor to communicate his audit strategy and con- 
clusions clearly to members and officers of the authority being audited. 

11. The auditor should take note of information received from the public. Apart from 
the statutory rights of local government electors to question the auditor and to make 
objections at audit, any person may at any time give information to the auditor which 
concerns the accounts of a body under audit or is otherwise relevant to the auditor’s 
functions. Where appropriate, the auditor should remind an informant of the right to 
make objection to the accounts. 

12 . Where any representations are made or information is given to the auditor relevant 
to his functions, he should consider whether the matter is such as to merit prompt investi- 
gation by himself. If a question raised by a local government elector appears to be of such 
urgency as to warrant an objection being heard before any date appointed for the making 
of objections pursuant to regulations made under Section 23 of the Act, the auditor 
should consider whether he should draw the attention of the elector to his right under 
Section 22(1) (a) to apply to the Commission for an extraordinary audit at which an 
objection could be heard. The auditor should also consider whether he should himself 
make a report to the Commission so that it may consider whether an extraordinary audit 
is desirable. 

13. The auditor has particular reporting responsibilities to the public in completing 
each audit: he must take note of questions and decide objections; he must express his 
opinion on the statement of accounts; he must issue a report in the public interest if a 
matter of sufficient importance (in his opinion) comes to his attention. He must also 
prepare a management letter to members of the authority (see paragraph 30 below). 



Questions and Objections 

14. The auditor has special powers under Section 19 of the Act (application to the 
court for a declaration that an item of account is unlawful) and Section 20 (recovery of 
amounts not accounted for). He must exercise these powers personally. 

15. The auditor should not admit questions on general matters such as the authority’s 
policies, finances or procedures which are not about the actual accounts for the year to 
which the date referred to in paragraph 12 relates. Nor without the consent of the 
authority should the auditor disclose any information about transactions reflected in the 
accounts which is not disclosed in the accounts books, deeds, contracts, bills, vouchers 
and receipts required to be made available under the Regulations. 
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16. On receipt of a notice of objections, the auditor should ensure that a copy is 
supplied to the authority. He should verify that the proposed objection relates to the 
relevant year of account and should consider whether it relates to a matter to which the 
auditor’s powers are applicable and is otherwise valid in law as an objection within the 
meaning of the Act. 

17. Notice of the objection and of any oral hearing should be given to any persons 
who may be adversely affected by a decision upon the objection in order that they may 
have an opportunity to deal with any matter adverse to them. 

18. Before determination of the objection, and before any oral hearing, the auditor 
should make whatever enquiries he considers necessary into the subject-matter of the 
objection. Any documents or information which he finds to be material to a decision on 
the objections should be made available to the objector and to other parties. 

19. Where all persons concerned have been given due notice and opportunity to be 
present or represented at the hearing and to deal with any matter adverse to them, the 
public should be admitted. But where these conditions do not obtain, the public should 
not be admitted unless all parties consent; even in that case, the public should be excluded 
if it becomes apparent that injustices may be caused by allegations made without notice. 
At an oral hearing the onus is on the objector to submit evidence to prove any allegation 
he makes. The body under audit and any individuals concerned must be given the 
opportunity of answering the objection and submitting evidence. The auditor should 
afford opportunity for the cross-examination of witnesses. 

20. In issuing a decision adverse to an objector, the auditor should inform him of his 
rights of appeal and the procedures relating thereto. A statement of reasons (to be sent to 
the objector by recorded delivery) should indicate with precision the grounds on which a 
decision is based. It should deal with all the substantial points which have been raised and 
be sufficiently full and clear to enable the person aggrieved, and the court in the event of 
an appeal, to see what matters the auditor has taken into consideration and what view he 
has reached on the points of fact and law which arise. 



Auditor’s Opinion 

21 . The Act requires that when he has concluded the audit, the auditor shall state his 
opinion on the statement of accounts.* His opinion should identify those to whom it is 
addressed, the statement to which it relates and the date on which it is given. He should 
refer expressly in his opinion to the following: 

(a) Whether the audit has been completed in accordance with the Code of Audit 
Practice. 

(b) Whether the statement of accounts presents fairly the financial position of the 
authority. 

22. Where the auditor is unable to give an affirmative opinion on the above matters, 
he should qualify his opinion by referring to all material matters about which he has 
reservations. The appendix sets out procedures for expressing and qualifying opinions in 
more detail. 



* Or, as provided in Section 1 8 of the Act, on the accounts of authorities not 
required to provide a statement of accounts. All references to statements of 
accounts in this code should be read in that context. 
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Report in The Public Interest 



23. The Act requires that the auditor shall consider whether, in the public interest, he 
should make a report on any matter coming to his notice in the course of the audit in 
order that it may be considered by the authority concerned or brought to the attention 
of the public, and shall consider whether the public interest requires any such matter to 
be made the subject of an immediate report rather than of a report to be made at the 
conclusion of the audit. 

24. It is for the auditor to decide when to make a report in the public interest. 
Examples of the kinds of matters which, if significant, would call for a report are as 
follows: 

(a) The factthatthe auditor’s opinion on the statement of accounts has been qualified. 

(b) Lack of or weaknesses in arrangements for securing economy, efficiency and 
effectiveness in the use of resources. 

(c) Unnecessary expenditure or loss of income due to waste, extravagance, inefficient 
financial administration, poor value for money, mistake or other cause. 

(d) Failure to comply with statutory requirements. 

(e) Deficiencies in rate or county funds, sinking funds or reserve funds and other 
similar financial matters calling for comment, or failure to discharge properly 
trustee responsibilities. 

(f) Objections and action under section 19 and 20 of the Act. 

(g) Misconduct or frauds. 

25. In general a report should only be made where the auditor considers a matter 
sufficiently important to be brought to the notice of the authority or the public. The test 
of ‘materiality’ however, which applies to the auditor’s opinion on the statement of 
accounts (see paragraph 13 of the appendix to this code), is not relevant when the auditor 
is deciding whether to issue a report in the public interest. 

26. The auditor should not be deflected from making a report because its subject 
matter is critical or unwelcome, if he considers it in the public interest to do so. The 
auditor is able to form an independent and impartial view on how an authority is 
conducting its affairs and his reports are an important means of informing the public. 
Auditors should bear these considerations in mind when deciding whether or not to make 
a report. It is not, however, the function of the auditor to express his opinion as to the 
wisdom of particular decisions taken by councils in the lawful exercise of their discretion. 
Any report relating to such decisions should only refer to any facts which have not 
previously been brought to the notice of the authority or which ought to be brought to 
the attention of the public. 

27. Although criticism of past performance may sometimes be necessary, the auditor 
in his report should aim to be constructive and avoid language which generates defensive- 
ness and opposition. The emphasis in the report should be on the steps necessary to effect 
improvement. 

28. The auditor should arrange meetings with members and officers in order to discuss 
with them matters which he intends to include in his report. Such meetings afford an 
opportunity to go into matters in greater detail than may be practicable in a report and 
allow individuals to answer any criticisms that the auditor proposes to make. The auditor 
will then be in a position to take account of these discussions and where appropriate to 
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indicate what action has been agreed. 

29. Where appropriate, matters which may give rise to a report should be conveyed to 
those responsible in writing during the progress of an audit so that early corrective action 
can be taken. This does not relieve the auditor of the duty to consider whether in due 
course he should submit a report in the public interest 



Management Letters 

30. In addition to routine memoranda for chief officers, at the conclusion of the audit 
the auditor should summarize in his management letter for members of the authority 
being audited those (and only those) matters that have arisen during the course of the 
audit which are significant enough to be brought to the attention of the authority but 
which do not merit either a qualification of the accounts or a report in the public interest. 

This management letter, of which a copy should be sent to the Commission, should 
summarize those significant matters which the auditor has raised during his audit, officers' 
response to the queries raised, and the auditor’s opinion on the adequacy of the officers’ 
response. It will also summarize the benefits anticipated from implementation of agreed 
actions. The management letter should be discussed in draft with the officers concerned. 
In its final form the letter should be submitted to the members of the authority in 
question. It will then provide the agenda for a final meeting which the auditor should 
seek with members and at which he can explain and amplify the nature of any concerns 
he may have and respond to members’ questions. 



2 - CONDUCTING THE AUDIT 

31 . The auditor must plan the audit in detail, deciding where to concentrate his 
enquiries and allocating his resources accordingly; the audit must be carried out in a 
professional and timely fashion; the result must be reported to the authority concerned in 
such a way as to inform members of the authority and their officers of the nature and 
grounds for any concerns and to encourage any corrective action that may be required. 

32. At every audit, the auditor must comply with “The Auditors’ Operational 
Standard” developed by the Auditing Practices Committee. He must therefore: 

“(a) Adequately plan, control and record his work. 

(b) Ascertain the authority's system of recording and processing transactions and 
assess its adequacy as a basis for the preparation of the statement of accounts. 

(c) Obtain relevant and reliable audit evidence sufficient to enable him to draw 
reasonable conclusions therefrom. 

(d) Ascertain and evaluate internal controls, and perform compliance tests on their 
operation, if he wishes to place reliance on them. 

(e) Carry out such a review of the statement of accounts as is sufficient, in conjunction 
with the conclusion drawn from the other audit evidence obtained, to give him a 
reasonable basis for his opinion on the statement.” 
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33. !n applying the Auditors’ Operational Standard to authorities the auditor must at 
all stages have regard to the broad scope of audit in authorities. Procedures and techniques 
associated with (a)-(d) of the above Standard which should be applied by the auditor at 
each stage of his work are described at pages 21 -39 of the Report on the Standards for 
the External Audit of Local Authorities and Other Public Bodies Subject to Audit Under 
Part !!H of the Local Government Finance Act, 1982 published by the Chartered Institute 
of Public Finance and Accountancy (CIPFA).* 

34. In addition to their duties in relation to legality and regularity referred to in 
paragraph 6(a) and (b) above, auditors have particular responsibilities in relation to fraud, 
corruption and value for money, which are set out in the rest of this code. 



RESPONSIBILITIES OF AUDITOR IN 
RELATION TO FRAUD 

35. The term ‘fraud’ is here used for any intentional misrepresentation of financial 
information. The resources available to the auditor have to be put to best effect and the 
prevention and detection of fraud is only one of many claims on his time. However, the 
integrity of public funds is at all times a matter of general concern and the auditor should 
be aware that his function is seen to be an important safeguard. In this area, the auditor 
has the following special responsibilities: 

(a) He should plan his audit so that he has a reasonable expectation of detecting 
material misstatements in the statement of accounts resulting from fraud. Thus, 
he should endeavour to identify and pay special attention to those activities of the 
authority which are particularly exposed to the risk of fraud which, if present, 
could result in a noticeable effect on the finances of the authority or a material 
misstatement in the statement of accounts. 

(b) In his review of internal control, in his substantive testing of transactions, and in 
his review of published and other statistics he should be constantly alert to the 
possibility of fraud. He should draw management’s attention to any weakness in 
interna! control which facilitates fraud and to those activities which cal! for 
occasional deterrent spot checks by management. 

(c) He should follow up forthwith any indication of fraud coming to his notice from 
whatever source and whatever the likely amount involved. In most cases he will 
discharge his responsibility by informing the authority and ensuring that they take 
the necessary action. 

(d) He should study the fraud reports circulated by the Commission, draw any 
necessary conclusions and take action as appropriate. 

(e) He should draw attention to any steps necessary for management to discharge its 
responsibility for the prevention of fraud, in particular in those areas which are 
specially sensitive in terms of the public interest. 



* Copies of the report may be obtained from CIPFA, at 1 Buckingham Place, 
London, SW1E 6HS, under reference ISBN 0 85299 240 8. 
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RESPONSIBILITIES OF AUDITOR IN 
RELATION TO CORRUPTION 



36. The term ‘corrupt practices’ is defined for the purpose of this code as the offering, 
giving, soliciting or acceptance of an inducement or reward which may influence the 
actions taken by the authority, its members or officers. It is the duty of the authority to 
take reasonable steps to limit the possibility of corrupt practices; and it is the responsibility 
of the auditor to review the adequacy of the measures taken by the authority, to test 
compliance and to draw attention to any weaknesses or omissions. 

37. Areas where corrupt practices may be found and to which the auditor should pay 
special attention include tendering and award of contracts, settlement of contractors’ 
final accounts and claims, appointment and reward of consultants, pecuniary interests of 
members and officers, secondary employment of staff which may influence their work 
for the authority, canvassing for appointments, hospitality, pressure selling, the award of 
permissions, planning consents and licences, and the disposal of assets. 

38. The auditor should establish whether the authority has taken reasonable steps to 
limit the possibility of corrupt practices, and in particular that it: 

(a) Adopts and keeps under review standing orders and financial regulations, 
particularly those relating to contracts for works and the supply of goods and 
services, and regularly investigates significant purchases where the lowest tender 
was not accepted. 

(b) Keeps under review any circumstances in which particular contractors seem to be 
preferred, particularly where it is not possible or reasonable to have competitive 
tendering. 

(c) Issues appropriate instructions to regulate the handling of contracts, including such 
matters as the certification of the receipt of goods or services and the certification 
of the amounts due. 

(d) Ensures that internal audit tests compliance with the procedures laid down, and in 
particular examines contracts to the standard recommended in the CIPFA State- 
ment on Contract Audit, published in May 1980 and available from the address 
given in the footnote to paragraph 33 above. 

(e) Issues appropriate standing orders, financial regulations or codes of conduct to 
advise members and officers of their personal responsibilities under statute and 
any local relevant rules. 

(f) Flas clear and well publicized arrangements for receiving and investigating 
complaints of corruption. 

39. Once the auditor has reviewed the measures taken by the authority and is satisfied 
as to their reasonableness his annual task is to hold a watching brief. He should take note 
of any evidence coming to his attention from whatever source which may indicate the 
possibility of corrupt practices. Where necessary in the public interest, any such evidence 
should be referred for further investigation by the appropriate body which according to 
the circumstances might be the authority or the police. 
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RESPONSIBILITY OF AUDITOR IN 
RELATION TO VALUE FOR MONEY 



40. In addition to the auditor’s traditional responsibility towards the probity of an 
authority’s accounts the Act imposes a responsibility in the field of the value for money 
of an authority’s transactions. The Act requires the auditor to satisfy himself by 
examination of the accounts and otherwise that the authority has made psoper arrange- 
ments for securing economy, efficiency and effectiveness in its use of resources. 

(Economy may be defined as the terms under which the authority acquires human and 
material resources. An economical operation acquires these resources in the appropriate 
quality and quantity at the lowest cost. Efficiency may be defined as the relationship 
between goods or services produced and resources used to produce them. An efficient 
operation produces the maximum output for any given set of resource inputs; or, it has 
minimum inputs for any given quantity and quality of service provided. Effectiveness 
may be defined as how well a programme or activity is achieving its established goals 

or other intended effects.) 

41. The achievement of economy, efficiency and effectiveness depends upon the 
existence of sound arrangements for the planning, appraisal, authorization and conti ol of 
the use of resources. It is management’s responsibility to establish these arrangements and 
to ensure that they are working properly. The auditor’s responsibility is to verify 
independently that these arrangements are in place and are effective. 

42. Some authorities have been particularly successful in securing arrangements for 
economy, efficiency and effectiveness in particular services and activities. The auditor will 
take those examples of good practice and examine how far they can be applied to the 
authority under review. He must give priority to those services and systems where his 
prior knowledge or background information received from the Commission, members of 
the authority or its officers, suggests that there may be problems or improvement 

| opportunities. In examining the priority areas, the auditor will pay particular attention 
to good local authority and other management practice in, for example: 

(a) Systems of planning, budgeting and controlling revenue and capital expenditure 
and income, and for allocating scarce resources. 

(b) Manpower management, including arrangements for deciding and reviewing estab- 
lishment levels and for recruiting, training, rewarding and otherwise motivating 
employees. 

(c) Arrangements concerned with the proper management of all the assets of the 
authority — land, property (including the adequacy of arrangements for 
acquisition, maintenance, development, and disposal of land and buildings), plant, 
finance and energy. 

(d) Arrangements designed to take advantage of economies of scale or skill, particu- 
larly in procurement of goods and services. 

(e) Specific initiatives that have been taken to improve economy, efficiency and 
effectiveness in the performance of the wide variety of duties which have to be 
carried out by the authority. 

(f) Proper codification of responsibilities, authority and accountability. 

(g) Monitoring results against predetermined performance objectives and standards, to 
ensure that outstanding performance is encouraged and unacceptable performance 
corrected. 
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43. It is not the auditor’s function to question policy (as paragraph 26 makes clear). It 
is, however, his responsibility both to consider the effects of policy and to examine the 
arrangements by which policy decisions are reached. To this end, he should consider, for 
example: 

(a) Whether policy objectives have been determined, and policy decisions taken, with 
appropriate authority. 

(b) To what extent policy objectives are set, and decisions based, on sufficient, 
relevant and reliable financial and other data, and with the critical underlying 
assumptions made explicit. 

(c) Whether there are satisfactory arrangements for considering alternative options, 
including the identification, selection and evaluation of such options. 

(d) Whether established policy aims and objectives have been clearly set out; whether 
subsequent decisions on the implementation of policy are consistent with the 
approved aims and objectives, and have been taken with proper authority at the 
appropriate level; and whether the resultant instructions to staff accord with the 
approved policy aims and decisions and are clearly understood by those concerned. 

(e) Whether there is conflict or potential conflict between different policy aims or 
objectives, or between the means chosen to implement them. 

(f) Whether the costs of alternative levels of service, etc. have been considered, and 
are reviewed as costs change. 

44. In considering the adequacy of arrangements for securing economy, efficiency and 
effectiveness in the use of resources, the auditor should identify the effect of decisions 
outside the authority’s control where these have had a material adverse effect. 

* * * 

45. Finally, at all times the auditor must remember that his responsibility under this 
code will be adequately discharged only by a fundamental commitment to the 
Commission’s basic philosophy as set out in paragraph 6 of this code. 



Appendix 

REPORTING THE AUDIT 

1 . This appendix sets out procedures for expressing and qualifying auditors’ opinions. 
The forms of certificate and opinion which auditors should adopt and examples are set 
out in the attachment. 

THE AUDITOR’S OPINION 

2. In expressing his formal opinion whether the statement of accounts presents fairly 
the financial position of the authority, the auditor should satisfy himself in particular on 
the following matters in relation to the statement: 
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(a) The following Definitive Guidance Notes on the Application of Statements of 
Standard Accounting Practices to Local Authority Accounts in England and Wales* 
published by CIPFA and available from the address given in the footnote to 
paragraph 33 of the code have been complied with except in situations in which 
for justifiable reasons they are impracticable or, exceptionally, would be 
inappropriate or give a misleading view: 

— Nos. 2 and 4 (February 1982) 

— Nos. 5, 6, 10 and 13 (March 1983) 

- Nos. 9, 17 and 18 (April 1983). 

(b) Any accounting policies that have a material effect, but which are not covered by 
the Definitive Guidance Notes referred to in (a), are appropriate to the circum- 
stances of the authority and comply with good practice. 

(c) The figures are not overstated or understated by a material amount. 

(d) The description of the figures is neither misleading nor ambiguous. 

(e) There is compliance with all statutory and other requirements applicable to the 
accounts of the authority. 

(f) There is adequate disclosure of all appropriate material items — e.g. uncertainty 
about how much is due by way of exchequer grant involving material amounts. 

(g) The information contained in the statement of accounts is suitably classified and 
presented. 

3. If the auditor is not satisfied on any of the matters referred to in the above 
paragraph which are material to the statement of accounts, he should qualify his opinion. 

4. The auditorshould refer in his opinion to the particular convention (e.g., historical 
cost) used in preparing the statement of accounts if he considers it necessary in order to 
avoid misunderstanding. 

5. As a general principle the auditor issuing an unqualified opinion should not make 
reference to specific aspects of the statement in the body of his opinion as such reference 
may be construed as being a qualification. In rare circumstances, however, the reader will 
obtain a better understanding of the statement if his attention is drawn to important 
matters. Examples might include an unusual event, accounting policy or condition, aware- 
ness of which is fundamental to an understanding of the statement. 

6. In order to avoid giving the impression that a qualification is intended, references 
which are meant as ‘emphasis of matter’ should not be referred to in the opinion para- 
graph. Emphasis of matter should not be used to rectify a lack of appropriate disclosure in 
the statement of accounts, nor as a substitute for qualification. 

7. The auditor’s opinion is restricted to the statement of accounts which he must 
clearly identify. If, however, during the audit the auditor becomes aware of any matters 
affecting the validity of the supplementary information, he will need to consider what 
action he should take — e.g. by referring to the matters in a report in the public interest 
or by covering it in the management letter. 

8. When the auditor has concluded his audit, the Act requires him to enter on the 
statement of accounts a certificate that he has completed the audit in accordance with 
Part 1 1 1 of the Act as well as his opinion on the statement. Where, however, he makes a 



* Statements of Standard Accounting Practice are set out in Part 1 of Volume 2 of 
‘Financial Information Service’ published by CIPFA and available from the 
aforementioned address. 
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report in the public interest at the conclusion of the audit, the certificate and the opinion 
may be included by him in that report. If the authority decides to publish (or is required 
by any regulations made under Section 23 of the Act to publish) its accounts ‘subject to 
audit’, the auditor should include his opinion in a report in the public interest at the 
conclusion of the audit, 

9. There will be occasions when the audit work is substantially completed but the 
audit cannot be closed because there are outstanding questions to be resolved arising from 
action or possible action under sections 17, 19 and 20 of the Act. Because proceedings 
under these sections may be time-consuming the auditor should consider issuing his 
opinion as soon as he has carried out the necessary tests and procedures, subject to what- 
ever qualification, if any, he considers appropriate. 



QUALIFICATION TO AN AUDITOR’S OPINION 

10. All reasons for the qualification should be given together with a quantification of 
its effect on the statement of accounts if this is both relevant and practicable. Sufficient 
detail should be included so as to leave the reader in no doubt as to its meaning and its 
implications for an understanding of the statement. 

11. The auditor should specify the nature of the circumstances giving rise to a quali- 
fication as to whether the statement of accounts presents fairly the financial position of 
the authority. In general, these will fall into one of two categories: 

(a) Where there is an uncertainty which prevents the auditor from forming an opinion 
on a matter (uncertainty), or 

(b) Where the auditor is able to form an opinion on a matter but this conflicts with 
the view given by the statement of accounts (disagreement). 

12. A ‘disclaimer of opinion’ and an ‘adverse opinion’ are the extreme forms of the 
two main categories of qualification arising from uncertainty and disagreement. In most 
situations, a ‘subject to’ or ‘except’ form of opinion will be appropriate; and the disclaimer 
of opinion or adverse opinion should be regarded as measures of last resort. Where the 
auditor has qualified his opinion on the statement of accounts he should draw attention 
to this fact in a report in the public interest and refer to any more detailed explanation 
which may be required. 

13. An auditor should only qualify his audit opinion if he judges the matter to be 
material in the context of the statement of accounts. In general terms, a matter should be 
judged to be material if knowledge of the matter would be likely to influence the general 
impression of the authority’s financial position formed by a user of the statement. 
Materiality should be considered in the context of the statement as a whole, the balance 
sheets, the revenue accounts, and individual items within the statement. 

14. Where the auditor has decided that a matter is sufficiently material to warrant a 
qualification of his opinion, he must then determine whether or not the matter is so 
fundamental as to require either an adverse opinion or a disclaimer of opinion on the 
statement of accounts as a whole. An uncertainty becomes fundamental when its impact 
on the statement is so great as to render it as a whole meaningless. A disagreement 
becomes fundamental when its impact on the statement is so great as to render it totally 
misleading. The combined effect of all uncertainties and disagreements must be considered. 
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Attachment 



Forms of opinion and Certificate on 
Statements of Accounts 



Unqualified Audit Opinion 
To {Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for 
the year ended March 31, 19 . . in accordance with Part III of the Local Govei nment 
Finance Act 1982 and the Code of Audit Practice. 

In my /our opinion the statement of accounts set out on page ... to ... (which has 
been prepared under the . . . convention) presents fairly in accordance with the account- 
ing policies set out on pages ... to ... the financial position of the authority at 
March 31, 19 . . 



Auditor 

(Date) 



Unqualified Audit Opinion issued in advance of the conclusion of the audit 
To (Name of authority) 

The audit of the authority’s accounts for the year ended March 31,19.. has been 
carried out in accordance with Part III of the Local Government Finance Act 1982 and 
the Code of Audit Practice and has been substantially completed. However, the audit 
cannot be formally concluded because . . . l/we am/are satisfied, however, that the 
amounts involved in the subject matter concerned cannot have a material effect on the 
statement of accounts. 

In my/our opinion the statement of accounts set out on pages ... to ... presents 
fairly in accordance with the policies set out on pages ... to ... the financial position of 
the authority at March 31, 19 . . 



Auditor 

(Date) 
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Unqualified Audit Opinion 
EXAMPLE OF EMPHASIS OF MATTER 

To (Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31, 19 . . in accordance with Part ill of the Local Government Finance 
Act 1982 and the Code of Audit Practice. 

l/we draw attention to note . . . which refers to a change of accounting policy 
whereby interest on loans has been accrued up to March 31,19.. 

In my/our opinion the statement of accounts set out on page ... to ... (which has 
been prepared under the ... convention) presents fairly in accordance with the account- 
ing policies set out on pages ... to ... the financial position of the authority at March 
31,19.. 



Auditor 

(Date) 



Qualified Audit Opinions 
Example 1 

UNCERTAINTY - MATERIAL BUT NOT FUNDAMENTAL 

‘SUBJ ECT TO’ OPINION - NO CHECK OF PHYSICAL STOCK AT MARCH 31 

To (Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31, 19 . . in accordance with Part III of the Local Government Finance 
Act 1982 and the Code of Audit Practice. 

l/we have been unable to determine the reasonableness of the value of stores held 
at March 31 , 19 . . which is shown in the balance sheet at £ . . . as no stocktaking was 
carried out during the year and there have been no systematic stock checks since then to 
provide evidence of the existence of the stores. 

Subject to the effects of any adjustments that might have been shown to be 
necessary had a physical count of the stock been carried out, in my/our opinion the state- 
ment of accounts on pages ... to ... (which has been prepared under the historical 
cost convention) presents fairly in accordance with the accounting policies set out on 
pages ... to ... the financial position of the authority at March 31, 19 . . 

Auditor 

(Date) 
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Example 2 



UNCERTAINTY - FUNDAMENTAL . 

DISCLAIMER OF OPINION - ACCOUNTING BREAKDOWN 

To (Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31, 19 . . in accordance with Part III of the Local Government Finance 
Act 1 982 and the Code of Audit Practice. 

As stated in Note ... a fire in the authority’s computer centre destroyed many of 
the accounting records. The statement of accounts consequently includes significant 
amounts based on estimates. In these circumstances l/we was/were unable to carry out all 
the auditing procedures or obtain all the information and explanations l/we considered 
necessary. 

Because of the significance of the matter referred to in the preceding paragraph 
l/we am/are unable to form an opinion as to whether the statement of accounts on pages 
. . . to ... (which has been prepared under the historical cost convention) presents 
fairly in accordance with the accounting policies set out in pages ... to ... the 
financial position of the authority at March 31, 19 . . 



Auditor 

(Date) 



Example 3 

DISAGREEMENT - MATERIAL BUT NOT FUNDAMENTAL 
‘EXCEPT’ OPINION - PROVISION WRONGLY INCLUDED 

To (Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31, 19 . . in accordance with Part III of the Local Government Finance 
Act 1 982 and the Code of Audit Practice. 

Following a change in accounting policy compared with that followed in the 
previous year ended March 31,19.. provisions of £ . . . and £ . . . have been 
included in the general rate fund revenue account and in the housing revenue account 
respectively in respect of supplies not delivered and services not actually rendered at 
March 31 on the grounds that the orders for the supplies and services had been placed. As 
a result the balances on the general rate fund revenue account and the housing revenue 
account have been understated by £ . . . and £ . . . respectively. In my/our opinion 
no such provisions should have been made. 

Except for the provision referred to above which has been wrongly included, in 
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my/our opinion the statement of accounts set out on pages ... to ... (which has been 
prepared under the historical cost convention) presents fairly in accordance with the 
accounting policies set out on pages ... to ... the financial position of the authority 
at March 31, 19 . . 



Auditor 

(Date) 



Example 4 

DISAGREEMENT - FUNDAMENTAL 

ADVERSE OPINION - NO PROVISION FOR DOUBTFUL DEBTS 
To (Name of authority) 

l/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31, 19 . . in accordance with Part III of the Local Government Finance 
Act 1 982 and the Code of Audit Practice. 

The amount due from tenants of commercial properties at March 31, 19 . . 
amounted to £ . . . of which £ . . . was due from former tenants. In my/our opinion 
it is unlikely that the bulk of the amount due from former tenants will be recoverable and 
that accordingly a provision for these doubtful debts should have been made. The 
consequence of such a provision would be to reduce the balance on the general rate fund 
from £ . . . to £ . . . 

In view of the significant effect on the general rate fund of the failure to make such 
a provision, in my/our opinion the statement of accounts set out on pages ... to ... 
(which has been prepared under the historical cost convention) does not present fairly in 
accordance with the accounting policies set out on pages ... to ... the financial 
position of the authority at March 31, 19 . . 



Auditor 

(Date) 
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FORM OF CERTIFICATE TO BE GIVEN ON CONCLUSION OF THE AUDIT 
WHERE AN EARLIER OPINION HAS BEEN ISSUED 

To (Name of authority) 

I/we certify that l/we have completed the audit of the authority’s accounts for the 
year ended March 31,19.. in accordance with the provisions of the Local Government 
Finance Act 1982 and the Code of Audit Practice. 

As stated In my/our opinion issued on . . . the statement of accounts set out on 
pages ... to ... in my/our opinion presents fairly in accordance with the accounting 
policies set out on pages ... to ... the financial position of the authority at March 31, 
19.. 

or 

As stated in my/our opinion issued on . . . the statement of accounts set out on 
pages ... to ... in my/our opinion presents/does not present fairly in accordance with 
the accounting policies set out on pages ... to ... the financial position of the 
authority at March 31, 19 . . subject to/except for/because of the qualification(s) 
enclosed/reason(s) given in my/our opinion. 

or 

For the reason(s) given in my/our report dated ... I am/we are unable to form an 
opinion as to whether the statement of accounts set out on pages ... to ... presents 
fairly in accordance with the accounting policies set out on pages ... to ... the 
financial position of the authority at March 31, 19 . . 

s 

Auditor 

(Date) 
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